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H 1496. 2

SUBSTI TUTE HOUSE BI LL 1211

St ate of WAshi ngt on 58th Legislature 2003 Regul ar Sessi on

By House Commttee on Comerce & Labor (originally sponsored by
Representatives Conway, Chandler, Kenney, Wod, Hudgins, Cooper,
Vel ori a, Schual - Ber ke, Lovi ck, Ki r by, Di ckerson, Upt hegr ove,
McDernott, Rockefeller, Mrrell, Mirray, Sinpson, Darneille, Chase,
Cody and Ruder man)

READ FI RST TI ME 02/ 28/ 03.

AN ACT Relating to accountability requirenments under the public
accountancy act; anending RCW 18.04. 195, 18. 04. 215, 18. 04. 295,
18. 04. 390, 18. 04. 370, and 18. 04. 065; creating a new section
prescri bing penalties; and providing an expiration date.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW18.04.195 and 2001 ¢ 294 s 11 are each anended to read
as follows:

(1) A sole proprietorship engaged in business in this state and
offering to issue or issuing reports on financial statenments or using
the title CPA or certified public accountant shall license, as a firm
every three years with the board.

(a) The sole proprietor shall hold a |license to practice under RCW
18. 04. 215;

(b) Each resident person in charge of an office located in this
state shall hold a license to practice under RCW 18. 04. 215; and

(c) The licensed firmnust neet conpetency requirenents established
by rule by the board.

(2) A partnership engaged in business inthis state and offering to
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i ssue or issuing reports on financial statenents or using the title CPA
or certified public accountant shall license as a firm every three
years with the board, and shall neet the follow ng requirenents:

(a) At least one general partner of the partnership shall hold a
license to practice under RCW 18. 04. 215;

(b) Each resident person in charge of an office in this state shal
hold a license to practice under RCW 18. 04. 215;

(c) A sinple mpjority of the ownership of the licensed firmin
terms of financial interests and voting rights of all partners or
owners shall be held by natural persons who are |icensees or hol ders of
a valid license issued under this chapter or by another state that
entitles the holder to practice public accounting in this state. The
princi pal partner of the partnership and any partner having authority
over issuing reports on financial statenments shall hold a |icense under
this chapter or issued by another state that entitles the holder to
practice public accounting in this state; and

(d) The licensed firmnust neet conpetency requirenents established
by rule by the board.

(3) A corporation engaged in business in this state and offering to
i ssue or issuing reports on financial statenents or using the title CPA
or certified public accountant shall license as a firm every three
years with the board and shall neet the foll ow ng requirenents:

(a) A sinple mpjority of the ownership of the licensed firmin
terms of financial interests and voting rights of all sharehol ders or
owners shall be held by natural persons who are |icensees or hol ders of
a valid license issued under this chapter or by another state that
entitles the holder to practice public accounting in this state and is
principally enployed by the corporation or actively engaged in its
busi ness. The principal officer of the corporation and any officer or
di rector having authority over issuing reports on financial statenents
shall hold a |icense under this chapter or issued by another state that
entitles the holder to practice public accounting in this state;

(b) At |east one shareholder of the corporation shall hold a
i cense under RCW 18. 04. 215;

(c) Each resident person in charge of an office located in this
state shall hold a |license under RCW 18. 04. 215;

(d) A witten agreenent shall bind the <corporation or its
sharehol ders to purchase any shares offered for sale by, or not under
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the ownership or effective control of, a qualified sharehol der, and
bi nd any hol der not a qualified shareholder to sell the shares to the
corporation or its qualified sharehol ders. The agreenent shall be
noted on each certificate of corporate stock. The corporation my
pur chase any anount of its stock for this purpose, notw thstandi ng any
i npai rment of capital, as |long as one share renai ns outstandi ng;

(e) The corporation shall conply with any other rules pertaining to
corporations practicing public accounting in this state as the board
may prescribe; and

(f) The licensed firmnust neet conpetency requirenents established
by rule by the board.

(4 Alimted liability conpany engaged in business in this state
and offering to issue or issuing reports on financial statenments or
using the title CPA or certified public accountant shall license as a
firm every three years with the board, and shall neet the follow ng
requi renents:

(a) At |east one nenber of the limted liability conpany shall hold
a |license under RCW 18. 04. 215;

(b) Each resident manager or nenber in charge of an office |ocated
in this state shall hold a |icense under RCW 18. 04. 215;

(c) A sinple majority of the ownership of the licensed firmin
terms of financial interests and voting rights of all owners shall be
hel d by natural persons who are |licensees or holders of a valid |license
i ssued under this chapter or by another state that entitles the hol der
to practice public accounting in this state. The principal nenber or
manager of the limted liability conpany and any nenber having
authority over issuing reports on financial statenments shall hold a
i cense under this chapter or issued by another state that entitles the
hol der to practice public accounting in this state; and

(d) The licensed firmnust neet conpetency requirenents established
by rule by the board.

(5) Application for a license as a firm shall be nmade upon the
affidavit of the proprietor or person designated as nanagi hg partner,

menber, or shareholder for Washington. This person shall hold a
i cense under RCW 18.04.215. The board shall determne in each case
whether the applicant is eligible for a license. A partnership,

corporation, or limted liability conpany which is |icensed to practice
under RCW 18.04.215 nay use the designation "certified public
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accountants” or "CPAs" in connection with its partnership, limted
l[iability company, or corporate nane. The board shall be given
notification within ninety days after the adm ssion or withdrawal of a
partner, sharehol der, or nenber engaged in this state in the practice
of public accounting from any partnership, corporation, or limted
l[iability conpany so |icensed.

(6) Licensed firms which fall out of conpliance with the provisions
of this section due to changes in firm ownership or personnel, after
receiving or renewing a license, shall notify the board in witing
within ((+hi+ty)) ninety days of its falling out of conpliance and
propose a tine period in which they will conme back into conpliance.
The board may grant a reasonable period of tine for a firmto be in
conpliance with the provisions of this section. Failure to bring the
firminto conpliance within a reasonable period of tine, as determ ned
by the board, may result in suspension, revocation, or inposition of
conditions on the firms |icense.

(7) Fees for the license as a firm and for notification of the
board of the adm ssion or wthdrawal of a partner, shareholder, or
menber shall be determ ned by the board. Fees shall be paid by the
firmat the tinme the license application formor notice of adm ssion or
w thdrawal of a partner, shareholder, or nenber is filed wth the
boar d.

(8) Nonlicensee owners of licensed firns are:

(a) Required to fully conply with the provisions of this chapter
and board rul es;

(b) Required to be a natural person

(c) Required to be an active individual participant in the |icensed
firmor affiliated entities as these terns are defined by board rule;
and

(d) Subject to discipline by the board for violation of this
chapter.

(9) Resident nonlicensee owners of licensed firns are required to
neet :

(a) The ethics examnation, registration, and fee requirenents as
establ i shed by the board rules; and

(b) The ethics CPE requirenents established by the board rules.

(10)(a) A licensed firmnust notify the board within thirty days
after:
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(i) The licensed firms professional license or practice rights or
privilege is suspended, revoked, or nodified by the federal securities
and exchange commssion, the federal public conpany accounting
oversight board, or successor agency, or another state board of
account ancy; or

(ii) The licensed firmis notified by the federal securities and
exchange conmm ssion or the federal public conpany accounting oversi ght
board, or successor agency, of an investigation relating to the firms
professional license, practice rights or privilege, practice of public
accounting, or violation of ethical or technical standards established
by board rul e.

(b) The board nust adopt rules to inplenent this subsection. The
board may also adopt rules, as needed to protect the public interest,
that specify requirenents for licensed firnms to report to the board
notices of investigations or sanctions not specified in (a) of this
subsection against a licensed firmor nonlicensee owner relating to the
licensee's or nonlicensee owner's professional |icense, practice rights
or privilege, practice of public accounting, or violation of ethical or
techni cal standards established by board rule.

Sec. 2. RCW18.04. 215 and 2001 ¢ 294 s 13 are each anended to read
as follows:

(1) Three-year licenses shall be issued by the board:

(a) To persons neeting the requirenents of RCW 18.04.105(1),
18. 04. 180, or 18.04.183.

(b) To certificate holders neeting the requirenments of RCW
18. 04. 105(4) .

(c) To firms under RCW 18.04. 195, neeting the requirements of RCW
18. 04. 205.

(2) The board shall, by rule, provide for a systemof certificate
and license renewal and reinstatenent. Applicants for renewal or
reinstatenent shall, at the time of filing their applications, |ist

with the board all states and foreign jurisdictions in which they hold
or have applied for certificates, permts or licenses to practice.

(3) An inactive certificate is renewed every three years wth
renewal subject to the requirements of ethics CPE and the paynent of
fees, prescribed by the board. Failure to renew the inactive
certificate shall cause the inactive certificate to |apse and be
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subject to reinstatenent. The board shall adopt rules providing for
fees and procedures for renewal and reinstatenent of inactive
certificates.

(4) Alicense is issued every three years with renewal subject to
requi renents of CPE and paynent of fees, prescribed by the board.
Failure to renew the |icense shall cause the license to |apse and
beconme subject to reinstatenent. Persons holding a |apsed |license are
prohi bited fromusing the title "CPA" or "certified public accountant.™
Persons holding a | apsed license are prohibited frompracticing public
account ancy. The board shall adopt rules providing for fees and
procedures for issuance, renewal, and reinstatenent of |icenses.

(5) The board shall adopt rules providing for CPE for |icensees and
certificate holders. The rules shall:

(a) Provide that a licensee shall verify to the board that he or
she has conpleted at | east an accunul ati on of one hundred twenty hours
of CPE during the last three-year period to maintain the |icense;

(b) Establish CPE requirenents; and

(c) Establish when new Ilicensees shall verify that they have
conpl eted the required CPE

(6) A certified public accountant who holds a |icense issued by
anot her state, and applies for a license in this state, may practice in
this state from the date of filing a conpleted application with the
board, until the board has acted upon the application provided the
application is nade prior to holding out as a certified public
accountant in this state and no sanctions or investigations, deenmed by
the board to be pertinent to public accountancy, by other jurisdictions
or agencies are in process.

(7) A licensee shall submt to the board satisfactory proof of
havi ng conpleted an accumul ation of one hundred twenty hours of CPE
recogni zed and approved by the board during the preceding three years.
Failure to furnish this evidence as required shall nake the |icense
| apse and subject to reinstatenent procedures, unless the board
determnes the failure to have been due to retirenent or reasonable
cause.

The board in its discretion my renew a certificate or |icense
despite failure to furnish evidence of conpliance with requirenments of
CPE upon condition that the applicant follow a particular program of
CPE. In issuing rules and individual orders wth respect to CPE

SHB 1211 p. 6



© 00 N O Ol WDN P

W WWWNRNNNNNNNNNRRERERERPRPERPRE PR PR
W NP OOOWMNOOUDMWNEREOOOO-NOOUDMOWNNRO

34
35
36
37

requi renents, the board, anong other considerations, may rely upon
gui del i nes and pronouncenent s of recogni zed educati onal and
pr of essi onal associ ati ons, may prescribe course content, duration, and
organi zation, and may take into account the accessibility of CPE to
| i censees and certificate hol ders and i nstances of individual hardship.

(8) Fees for renewal or reinstatenent of certificates and |icenses
in this state shall be determned by the board under this chapter.
Fees shall be paid by the applicant at the time the application formis
filed wth the board. The board, by rule, nmay provide for proration of
fees for licenses or certificates issued between normal renewal dates.

(99(a) A licensee, a certificate holder, and a nonlicensee owner
must notify the board within thirty days after:

(i) The licensee's, certificate holder's, or nonlicensee owner's
professional license or practice rights or privilege is suspended,
revoked, or nodified by the federal securities and exchange comm ssion,
the federal public conpany accounting oversight board, or successor
agency, or another state board of accountancy; or

(ii) The licensee, certificate holder, or nonlicensee owner is
notified by the federal securities and exchange comm ssion or the
federal public conpany accounting oversight board, or successor agency,
of an investigation relating to the licensee's, certificate holder's,
or nonlicensee owner's professional license, practice rights or
privilege, practice of public accounting, or violation of ethical or
techni cal standards established by board rule.

(b) The board nust adopt rules to inplenent this subsection. The
board may al so adopt rules, as needed to protect the public interest,
that specify requirenents for licensees, certificate holders, and
nonli censee owners to report to the board notices of investigations or

sanctions not specified in (a) of this subsection against a |icensee,
certificate holder, or nonlicensee owner relating to the licensee's,
certificate holder's, or nonlicensee owner's professional license,
practice rights or privilege, practice of public accounting, or
violation of ethical or technical standards established by board rule.

Sec. 3. RCW18.04.295 and 2001 ¢ 294 s 14 are each anended to read
as follows:

The board shall have the power to: Revoke, suspend, refuse to
renew, or reinstate a license or certificate; inpose a fine in an
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anount not to exceed ((+en)) thirty thousand dollars plus the board's
investigative and |legal costs in bringing charges against a certified
public accountant, a certificate holder, a licensee, a licensed firm
or a nonlicensee holding an ownership interest in a licensed firm may
inmpose full restitution to injured parties; may inpose conditions
precedent to renewal of a certificate or a license; or may prohibit a
nonl i censee from hol ding an ownership interest in a licensed firm for
any of the follow ng causes:

(1) Fraud or deceit in obtaining a license, or in any filings with
t he board;

(2) Dishonesty, fraud, or negligence while representing oneself as
a nonlicensee owner holding an ownership interest in a licensed firm
a licensee, or a certificate hol der;

(3) Aviolation of any provision of this chapter;

(4) A violation of a rule of professional conduct pronul gated by
t he board under the authority granted by this chapter;

(5) Conviction of a crime or an act constituting a crinme under:

(a) The laws of this state;

(b) The laws of another state, and which, if commtted within this
state, would have constituted a crinme under the laws of this state; or

(c) Federal |aw,

(6) Cancellation, revocation, suspension, or refusal to renew the
authority to practice as a certified public accountant by any other
state for any cause other than failure to pay a fee or to neet the
requi renents of CPE in the other state;

(7) Suspension or revocation of the right to practice mtters
relating to public accounting before any state or federal agency;

For purposes of subsections (6) and (7) of this section, a
certified copy of such revocation, suspension, or refusal to renew
shall be prima facie evidence;

(8) Failure to maintain conpliance with the requirenents for
i ssuance, renewal, or reinstatenent of a certificate or license, or to
report changes to the board,;

(9) Failure to cooperate with the board by:

(a) Failure to furnish any papers or docunents requested or ordered
by the board,;

(b) Failure to furnish in witing a full and conpl ete expl anation
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covering the matter contained in the conplaint filed wwth the board or
the inquiry of the board;

(c) Failure to respond to subpoenas issued by the board, whether or
not the recipient of the subpoena is the accused in the proceeding;

(10) Failure by a nonlicensee owner of a licensed firmto conply
with the requirenents of this chapter or board rule; and

(11) Failure to conply with an order of the board.

Sec. 4. RCW18.04.390 and 2001 ¢ 294 s 21 are each anended to read
as follows:

(1) I'n the absence of an express agreenent between the |icensee or
licensed firmand the client to the contrary, all statenents, records,
schedul es, worki ng papers, and nenoranda nmade by a |icensee or |icensed
firmincident to or in the course of professional service to clients,
except reports submtted by a licensee or licensed firm are the
property of the licensee or licensed firm

(2) No statenment, record, schedule, working paper, or nmenorandum
may be sold, transferred, or bequeathed w thout the consent of the
client or his or her personal representative or assignee, to anyone
other than one or nore surviving partners, shareholders, or new

partners or new shareholders of the licensee, partnership, limted
liability conpany, or corporation, or any conbined or nerged
partnership, limted liability conpany, or corporation, or successor in
i nterest.

(3) Alicensee shall furnish to the board or to his or her client
or former client, upon request and reasonable notice:

(a) A copy of the licensee's working papers or electronic
docunents, to the extent that such working papers or electronic
docunents include records that would ordinarily constitute part of the
client's records and are not otherw se available to the client; and

(b) Any accounting or other records belonging to, or obtained from
or on behalf of, the client that the |licensee renoved fromthe client's
prem ses or received for the client's account; the licensee may nake
and retain copies of such docunments of the client when they formthe
basis for work done by himor her.

other—appHicable—statute)) (a) For a period of seven years after the
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end of the fiscal period in which a licensed firmconcludes an audit or
review of a client's financial statenents, the licensed firm nust
retain records relevant to the audit or review, as determ ned by board
rul e.

(b) The board nust adopt rules to inplenent this subsection,
including rules relating to working papers and docunent retention.

(5) Nothing in this section should be construed as prohibiting any
tenporary transfer of workpapers or other material necessary in the
course of carrying out peer reviews or as otherwise interfering with
the disclosure of information pursuant to RCW 18. 04. 405.

Sec. 5. RCW18.04.370 and 2001 ¢ 294 s 19 are each anended to read
as follows:

(1) Any person who viol ates any provision of this chapter, shall be
guilty of a crinme, as follows:

(a) Any person who viol ates any provision of this chapter is guilty
of a m sdenmeanor, and upon conviction thereof, shall be subject to a
fine of not nore than ((+en)) thirty thousand dollars, or to
i nprisonnment for not nore than six nonths, or to both such fine and
i npri sonnent .

(b) Notwi thstanding (a) of this subsection, any person who uses a
professional title intended to deceive the public, in violation of RCW
18. 04. 345, having previously entered into a stipulated agreenent and
order of assurance with the board, is guilty of a felony, and upon
conviction thereof, is subject to a fine of not nore than ((ter))
thirty thousand dollars, or to inprisonment for not nore than two
years, or to both such fine and inprisonnent.

(2) Wth the exception of first tinme violations of RCW 18. 04. 345,
subj ect to subsection (3) of this section whenever the board has reason
to believe that any person is violating the provisions of this chapter
it shall certify the facts to the prosecuting attorney of the county in
whi ch such person resides or may be apprehended and the prosecuting
attorney shall cause appropriate proceedi ngs to be brought agai nst such
per son.

(3) The board nmay elect to enter into a stipulated agreenent and
orders of assurance with persons in violation of RCW18. 04. 345 who have
not previously been found to have violated the provisions of this
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chapter. The board may order full restitution to injured parties as a
condition of a stipulated agreenent and order of assurance.

(4) Nothing herein contained shall be held to in any way affect the
power of the courts to grant injunctive or other relief as above
provi ded.

Sec. 6. RCW18.04.065 and 2001 ¢ 294 s 6 are each anended to read
as follows:

(1) The board shall set its fees at a |level adequate to pay the
costs of admnistering this chapter. For the fiscal year ending June
30, 2004, the board may increase fees in excess of the fiscal growth
factor as provided in RCW43.135.055, if the increases are necessary to
fully fund the cost of admnistering this act.

(2) Al fees for licenses, registrations of nonlicensee partners,
shar ehol ders, and nmanagers of licensed firnms, renewals of |icenses,
renewal s of registrations of nonlicensee partners, sharehol ders, and
managers of licensed firns, renewal s of certificates, reinstatenents of
| apsed |licenses, reinstatenents of |apsed certificates, reinstatenents
of lapsed registrations of nonlicensee partners, shareholders, and
managers of licensed firnms, practice privileges under RCW 18. 04. 350,
and delinquent filings received under the authority of this chapter
shal | be deposited in the certified public accountants' account created
by RCW 18. 04.105. Appropriation from such account shall be nade only
for the cost of admnistering the provisions of this chapter.

NEW SECTION. Sec. 7. (1) By Decenber 1, 2003, the board of
accountancy shall report to the senate conmttee on conmerce and trade
and the house comm ttee on conmerce and | abor, or successor commttees,
on the issue of auditor independence.

(2) This section expires January 1, 2004.

~-- END ---
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